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Sub-Saharan Africa's dismal development outcomesgrowth collapse and declining real income-are often used to highlight its sharp development contrast with other regions of the developing world. Drawing on a large cross-section analysis, this paper shows that Africa's underlying dismal records can also be largely accounted for by the skewed distribution of growth in the post-independence era. In particular, structurally low investment rates in a context of high political risk and uncertainty undermined growth prospects in the region. This paper-a product of the Poverty Reduction and Economic Management Division, World Bank Institute-is part of a larger effort in the department to understand the complexity of the relationship between conflict and growth in the process of economic development. Policy Research Working Papers are also posted on the Web at http://econ.worldbank. org. The author may be contacted at hfofack@worldbank.org.
However, counterfactual simulations based on a variation of neoclassical growth models and under the hypothetical equalization of political risk profile alternative result in large economic returns, reflected in the significantly higher level of aggregate output and income in the subset of conflict-affected countries. Income gets even higher when the hypothetical reduction of political risks alternative is accompanied by sustained increases in capital accumulation.
"Be always at war with your vices, at peace with your neighbors and let each new year find you a better man." Benjamin Franklin
I. Introduction
According to a Chinese proverb, "For a nation to survive and prosper, heaven must smile to it, the earth must be favorable to it and its people must be at peace." Hence, the survival and prosperity of a nationsustained accumulation of human and physical capital in support of continued expansion of the knowledge base, endogenous growth and welfare improvement-is based on three key pillars in the Chinese mythology. While expected returns and natural benefits under the first two pillars spelled out-heaven and earth-are initially largely subject to the vagary of nature in the preindustrial revolution era of low technology endowment, the latter-peace-is invariably within the realm of humans.
In effect, in the post-industrial revolution era, where irrigation techniques and mechanization dramatically increased agricultural yields and reduced exposures to natural and exogenous shocks, and where innovations have ensured continued productivity enhancement with increasing shifts in production possibility frontiers, the third pillar, which emphasized the positive externalities of political stability, might have emerged as one of the most critical determinants of growth. In this regard, it is not at all surprising that it has played an increasingly greater role in the process of economic development in both developed and developing countries alike in recent years.
In advanced economies, the remarkable income growth and improvement of living standards achieved by European countries in the second half of the 20 th century is largely attributed to decades of sustained economic growth under the European Union stability pact. That pact provided the foundation for a lasting peace between formerly rival nations in the postwar era. Similarly, the remarkable transformation achieved by the People Republic of China and most Asian emerging market economies in recent years can also be attributed to the peace and security that these countries have enjoyed over the period following their accession to independence.
Although the economic success achieved by most Asian emerging market economies is often attributed to reforms initiated a couple of decades ago, these reforms and ensued impressive economic outcomes would not have been possible if these countries had not enjoyed long virtuous cycles of uninterrupted peace and stability over most of the decades following their independence. 2 Likewise, that long period of political stability provided the bedrock for sustained capital accumulation. Over time, that accumulation process resulted in a significant improvement of economic and physical infrastructures largely responsible for the robust and sustained growth rates envied by the rest of the world [Nelson and Pack (1999) , IMF (2010) ].
In contrast to successful Asian emerging market economies, most countries in Sub-Saharan Africa (SSA) instead went through periods of recurrent political instability and conflicts over the decades following their accession to independence. An overview of the African political landscape suggests that conflicts have affected the overwhelming majority of countries in the region, either directly or indirectly [Collier and Gunning (1999) ]. 3 And in some cases, political instability has been the rule, with episodes of conflicts largely exceeding the rather short spells of relative peace and security. 4
The economic costs of these conflicts and recurrent episodes of political instability have been significant for the SSA region as a whole. 5 In particular, growth rates have been extremely volatile and public investments have remained excessively low in the region, as resources were largely directed to finance long-duration wars or allocated to recurrent spending under fiscal austerity and adjustment following the emergence of structural disequilibrium [Akyuz and Gore (2001), Addison (2004) , Bayraktar and Fofack (2007)].
Even though conflicts and political instability may not necessarily be the only cause of diverging development paths between SSA and other regions of the developing world, they certainly played a significant role, especially in light of their adverse effects in the process of growth, human and capital accumulation. Recurrent conflicts and political instability provide negative signals to riskaverse investors. Over time, they also crowd out limited resources and may prompt recourse to higher taxes to finance expected large fiscal deficits incurred as part of the war efforts.
In this context, conflicts have been increasingly singled out as major constraints to growth in SSA [Bodea and Elbadawi (2008) ]. In this line, several studies have been devoted to the origins and causes of conflicts in the region [DFID (2001) , Collier and Hoeffler (2004)]. 6 This paper assesses the economic costs of conflicts in a comparative analytical framework using a variation of neoclassical growth models. Although initial versions of these models emphasized human and physical capital accumulation, there are other important variables. For instance, conflicts negatively affect investments and are also source of macroeconomic instability. In this regard, expanding these models to account for the costs of conflicts could enhance their relevance and improve understanding of Africa poverty trap.
Building on a variant of these models, this paper investigates the possible role that conflicts might have played in the emergence of asymmetric development outcomes between SSA and Asian emerging market economies over the last few decades. It also explores the prospects for convergence under the hypothetical equalization of political risk profile alternative. Of particular interest are the interaction between political stability and physical capital accumulation on one hand, and invariance of exports and recurrence of conflicts on the other. significant across SSA, and even result in sharp reductions of income and welfare gaps with other regions of the developing world, especially, if improved security is accompanied by sustained accumulation of capital across the region.
The remainder of the paper is organized as follows. The next section contrasts development outcomes between SSA and other regions of the developing world, with emphasis on conflictaffected countries. Section III proposes an empirical framework for estimating the peace dividends in these countries. The proposed model is then used to investigate the possible causes of divergence and counterfactually simulate the prospects for convergence under the hypothetical equalization of political risk profile alternative in Section IV. The last section concludes.
II. Sub-Saharan Africa's Expectation Gap and Emerging Asia
Sub-Saharan Africa (SSA) exhibited significantly better economic and social indicators than Asia in the immediate post-independence era in the 1960s. Existing historical records and evidence suggest that it had higher average per capita income and better human development indicators [Maddison (1995 [Maddison ( , 2002 ]. 7 In addition, it enjoyed favorable economic outlook, particularly in light of its impressive size of arable lands and excess natural resource endowment [Myrdal (1972) ].
As a result of these favorable initial conditions, its growth and development prospects were seen as superior to those of the overpopulated Asia by many experts. This positive outlook was well captured by Gunnar Myrdal-the 1974 Nobel Laureate in Economics-in the Asian Drama [Myrdal (1972) ]. Over time, the overwhelming majority of Sub-Saharan African countries failed to capitalize on these favorable initial conditions to achieve the levels of growth required for income convergence and overall improvement of welfare, however.
Instead, growth rates fell far below expectations. After initial spells of output expansion, growth faltered with the first oil shock in the early 1970s. However, the 1974 oil crisis was just the first in a series of recurrent negative terms of trade shocks and balance of payments crises that will later undermine growth prospects in most countries across the region. As a result of these adverse shocks, many countries experienced extremely high growth volatility and negative economic growth in subsequent years [Easterly and Levine (1997) ]. 8
According to Artadi and Sala-i-Martin (2003) , SSA's GDP per capita entered a long-term decline after the 1974 oil crisis, falling to negative 0.5% in the late 1970s, negative 1.2% in second half of the decade between 1980 and 1985. Later in the first half of the 1990s, growth rates dropped even more sharply, falling to negative 1.5%. In the face of this protracted recession, poverty increased dramatically in the region, rising from 48% in 1970 to more than 60% in 1995, a 25% increase.
This growth reversal triggered by the first oil shock and sustained by recurrent adverse terms of trade in subsequent years had lasting effects in the region and globally. Within the region, most countries have been caught in poverty traps-self-reinforcing mechanisms whereby unfavorable institutions and policies adversely shape development outcomes and cause poverty to persist [Azariadis and Stachurski (2008) ]. In spite of the positive growth rates experienced in the post-HIPC, poverty has remained widespread. Projections suggest that most countries will miss the first millennium development goals of halving poverty by 2015 [Berg and Qureshi (2005) ].
At the global level, the remarkable growth and income acceleration achieved by other regions of the developing world, and especially the East Asia region, resulted in a significant reduction of global poverty. According to Artadi and Sala-i-Martin 2003's estimates, world poverty counts fell from over 37% in 1970 to 16% in 2000. In East Asia, the decline has been even more spectacular, with poverty rates falling to single digits in most countries [Chen and Ravallion (2007) ]. 9
The combined dismal growth performance and widening income gap with other regions of the developing world over the past decades further marginalized SSA within the global economy. This contrast has led a number of scholars to characterize Africa's growth performance as "the economic tragedy of the 20 th century" [Artadi and Sala-i-Martin (2003) ]. At the same time, others have characterized the post-independence years as "the lost decades" in reference to the huge expectation gap exhibited by the region [Easterly and Levine (1997) , Anyang' Nyongo (1992) ].
Still expectation gaps have been even more pronounced in SSA's conflict-affected countries, where growth rates averaged negative 3.7% in the first half of the 1990s, significantly below the average across the whole region. The poor economic performance of these countries may be largely explained by their significantly lower investment rates and higher incidence of macroeconomic instability, owing in part to political instability-induced risks and uncertainty, and the diversion of limited resources towards unproductive and low-returns investments. In fact, using stochastic AK technology models, it has been shown that conflict reduces the level of economic efficiency, even for a given stock of capital [Bodea and Elbadawi (2008) ].
Indeed, SSA's conflict-affected countries experienced a significantly higher frequency of hyperinflation and recurrent balance of payments crises, which partly explain their relatively larger stock of external liabilities [Beaugrand et al. (2003) , Bodea and Elbadawi (2008) ]. 10 However, nowhere in the continent have expectation gaps on the development path been more obvious than in the Democratic Republic of Congo (DRC), one of the wealthiest countries in the world, which over the past decades has been mired in recurrent conflicts and political instability. 11
According to recent estimates, the DRC has mineral reserves in excess of US$24 trillionequivalent to the combined GDP of Europe and the US [African Business (2009) ]. Yet it is listed as one of the poorest countries in the world on the UN Human Development index [UNDP (2009) ]. Interestingly, its poor ranking on this composite index is also consistent with other quantitative indicators of welfare. Since 1974, its income has fallen by more than 70% in real terms (see Panel A in figure 1). Contrasting SSA growth tragedy, Asian emerging market economies which experienced robust and sustained growth in the post-independence saw their income grow unabated [World Bank (2005) ]. For illustration, Panel B of Figure 1 provides the distribution of income over the same reference period for Singapore and Belgium. Unlike the DRC, Singapore achieved impressive growth and income convergence with advanced economies, building on political stability, technological catchup and economic diversification [Nelson and Pack (1999) ].
Across Asia, the remarkable success achieved by Singapore is not an isolated case, however. The emergence of Asia has been illustrated by increasing reference to the shift of power from the West to the East in recent years [Fergusson (2009) ]. In practice, this emergence has been made obvious by a number of quantitative indicators, including the strong net foreign asset positions via current account surpluses, and impressive scale of foreign reserves [Summers (2006) , Yongding (2009)]. Also indicative is the extent and distributive nature of growth across the whole Asia region, and very short and limited episodes of crises [World Bank (1993 ]. 12
As a result of that strong economic performance, Asia has accounted for an increasingly large share of the global trade (Panel A of Figure A2 ). Panel A depicts the contribution to global trade, contrasting SSA and China. While China's contribution to global trade has grown almost exponentially over the last three decades-to the point where China now accounts for over 10 percent of global trade-the contribution of SSA has declined significantly over the same period.
China's share of global trade is more than six times that of SSA, though the latter accounted for a significantly larger share of the global trade up till the late 1980s. The contrast with SSA conflictaffected countries is even more impressive. In spite of their extremely large endowment in natural resources and increasing demands of these resources during the globalization era, the contribution of these countries to world trade has declined even more dramatically.
However, SSA's declining contribution to global trade does not necessarily reflect its decreasing volume of exports. Instead, it is the consequences of the changing globalization landscape increasingly dominated by manufactured goods. Since the 1980s, the manufacture content of developing countries exports has increased dramatically, rising from 25% in 1980 to more than 80% in the late 1990s [World Bank (2002) ]. Hence, under this new globalization landscape, the combined net barter terms of trade effects of primary products and deficit of economic diversification may largely explain the widening income gap between Asia and SSA. 13
The emergence of Asia is not a mere reflection of its superior economic performance over SSA, however. The impressive growth rates and inherent sizable share of global trade achieved by Asian economies have changed the global economic landscape inherited from the postwar. According to IMF estimates, China and India made the largest country-level contributions to world growth in PPP terms in 2007. Their combined contribution exceeded 40%, with China alone accounting for over 30%, significantly above the US share ( Several attributes have been used to characterize Asia's impressive economic performance, including the reference to Asian Tigers and Miracle [World Bank (1993) , Kim (1998) ]. The reference to miracle reflects the extraordinary long virtuous cycle of economic growth and aggregate output expansion fueled by strong investment rates under a well-crafted export-led growth model. For decades, these countries have consistently enjoyed some of the higher rates of gross capital formation, over twice the average across SSA (see Table A1 in the Annex).
At the same time the much lower rate of investments in SSA's conflict-affected countries suggests that recurrent political instability might have exacerbated the growth collapse in the region, with the negative spillover effects of political instability magnifying perceived risks in neighboring countries. Invariably, the majority of SSA countries consistently operated far below their potential, experiencing significantly lower growth rates than their Asian counterparts. Nevertheless, the potentially adverse effects of recurrent political instability remain far greater in conflict-affected countries, which experienced significantly lower rates of capital formation.
Ceteris paribus, there is no reason a priori to justify the much lower rate of capital accumulation for these countries, but the adverse effects of conflicts either directly or indirectly through the interaction between conflict and investments. Under budgetary constraints, the diversion of resources to fund long-duration wars is often achieved at the expenses of public capital accumulation and may indirectly affect private capital formation by undermining the complementarity between public and private investments [Lorentzen et al. (2006) ]. The next sections discuss the extent to which political instability and conflicts might have contributed to divergent development outcomes between SSA and other regions of the developing world.
III. Analytical Framework
This paper contrasts economic growth and development outcomes in politically-stable Asian emerging market economies (EME) against the alternative costs of recurrent conflicts in Sub-Saharan Africa. The paper assumes that the returns to stability are essentially measured by economic growth reflected in sustained increases in per capita income. 15 Hence, the analytical framework builds on neoclassical growth models. In their standard representation, these models estimate aggregate output as a function of factor inputs and total factor productivity (TFP) as follows:
In this representation, Y is the level of output, K is the stock of physical capital, L is the labor force, and Z is a vector of all other factors driving the growth process [Solow (1957) ]. The variable A measures factor productivity, which is assumed to grow at a constant exogenous rate because it is largely driven by technology and innovation. For all practical purposes, TFP is assumed uniform within any set of country groupings and variable across groups.
While the initial version of these growth models emphasizes factor inputs, in recent years TFP has been assigned increasingly large weights in both developed and developing countries alike [World Bank (2005) ]. 16 In effect, the contribution of TFP to growth has increased significantly in Asian EME, which has drawn on technological catch-up to achieve income convergence [Nelson and Pack (1999) ]. According to World Bank estimates, productivity growth has accounted for over one-third of income growth in these economies in recent years [World Bank (1993) ].
In this regard, differences in TFP may also be viewed as a key factor explaining the divergent development outcomes between Asian EME and SSA countries. Its contribution to growth has remained abysmally low in the latter, owing in part to the deficit of economic diversification, but also to conflicts and long-duration wars [Njikam et al. (2006) ]. In fact, the TFP contribution to growth is even lower in SSA's conflict-affected countries where negative values have abounded [Tahari et al. (2004) ]. 17 This contrast between conflict-affected countries and the more politicallystable nations furthers supports inferences from stochastic AK models for which a high probability of war onset undermines economic efficiency.
Consistent with economic theory, the signs of all partial derivatives of Y with respect to the argument in ) ( f as well as A are assumed to be positive. Hence, expressing equation (1) in growth terms, we obtain the following:
However, for estimation purpose, equation (2) can be rewritten in a regression format as follows:
capital accumulation and overall productivity of capital. Hence, the marginal productivity of capital is also expected to be much higher in Asian EME, and even higher when the productivity benchmark is based on SSA's conflict-affected countries.
Although the returns to stability can be equally assessed from the productivity angle, it might be interesting to assess how aggregate output and welfare are affected by other determinants of growth when conflict is controlled for. This conditional assessment can be achieved by expanding the vector Z to include other relevant variables. In the initial version of neoclassical growth models, Z is primarily proxied by either exports or imports of goods and services [Balassa (1978) , Khan and Reinhart (1990) ]. 18 However, the deficit of institutions and recurrent conflicts has also been singled out as important constraints to growth in developing countries in recent years [Acemoglu et al. (2001) , Rodrik et al. At the same time, recent empirical studies have singled out the prohibitively high cost of conflicts as a major constraint to economic development in the region [Collier and Hoeffler (2004) , Bodea and Elbadawi (2008)]. In addition to direct adverse effects-destruction of physical and human capita and distortions in the allocation of resources-conflicts may affect growth indirectly through the export and investment channels. In particular, they may affect the distribution of exports in low-income countries in a nonlinear way.
For instance, while the proceeds from natural resource exports may rise and even fuel longduration wars, most other sectors of production, including labor-intensive and primary commodity exports, tend to suffer from wars. The collapse of commodity production and exports in Burundi, and particularly coffee-the main source of foreign reserves-during the 1980s civil war provides a good example of the potentially adverse effects of conflict on output growth [Kimonyo and Ntiranyibagira (2007) , IMF (2009)]. 19 However, falling volume of commodity production and output contraction should be contrasted with the resilience of largely capital-intensive natural resource exports, which have also come to be known as 'conflict commodities'. 'Conflict commodities' include gem stones, blood diamonds, timber and drugs [Addison (2004) ]. This label refers to the fact that these particular commodities have been used to finance wars across Sub-Saharan Africa. Over time, the stable flows of income from the exports of these commodities became the strong motives for perpetuating conflicts [Collier (2003) , Malone and Nitzschke (2004) ].
Indeed, it is believed that conflicts which have resulted in millions of victims in numerous countries in SSA, including Angola, the DRC and Sierra Leone, have to a large extent been financed by proceeds from 'conflict commodities', suggesting that resource extraction is not necessarily inversely related to conflict intensity [Addison (2004) ]. Nonetheless, the resilience of natural resource exports in a context of conflicts has not necessarily led to higher growth and improved development outcomes in these countries. 20 In effect while exports are generally thought to be growth-enhancing, the interaction between conflicts and exports and the potential welfare benefits of exports depends on the nature of exports. In order to capture this ambiguous relationship, the vector Z  is expanded to account for possible direct and indirect effects of conflicts on growth. In addition to the interaction between conflict and exports, the potentially adverse effects of conflicts on investments are also considered in the expanded model. The new vector is therefore represented in a matrix form as follows:
captures the interaction between conflict and exports, and
accounts for the interaction between conflict and capital accumulation. Conflict variables are derived from the International Country Risk Guide (ICRG), a composite index of economic, financial and political risks. Following this expansion, inference on the comparative analysis of peace dividends is based on a modified version of equation (3) represented by equations (4) and (5) below. While the former focuses on interaction between conflict and exports of goods and services, the latter focuses on interaction between conflict and capital formation. 
IV. Estimation and Empirical Results
Equations (4) and (5) are estimated for a panel of 25 countries. These countries are grouped into three subsets: SSA conflict-affected countries (13), SSA countries enjoying relative peace and stability (8) and Asian EME (4). The restriction of the sample to 25 is dictated by the availability of the data. In particular, the challenges of securing data on conflict that is consistent across countries impeded the sample expansion. 21 The dataset covers the period 1985-2007.
Identifying the appropriate models for estimating the adverse effects of conflicts on output, either directly or indirectly via the capital accumulation and export channels is the main objective in the first part of this section. In this regard, several different empirical models are considered and optimal models are selected through a stepwise procedure. These optimal models (in terms of significance of the regression coefficients and overall goodness-of-fit) are shown in Tables A2 and A3 in the Annex. These tables provide estimates of regression coefficients immediately followed by their corresponding t-statistics in parentheses.
The main difference between the two tables lies in the choice of regressors. While the predicted aggregate output from equation (4) is based on a model, which focuses on interaction terms between conflict and exports of goods and services, the model based on equation (5) focuses on the interaction term between conflict and capital formation. Note that in each case, the model considers internal conflict, external conflict and a variable that combines both internal and external conflict.
Similarly, the results appear in the form of nine columns in each table, reflecting the fact that three different empirical models are retained for each subset of countries (SSA conflict-affected countries, SSA enjoying relative peace and Asian EME) following successive iterations. This sequential approach is chosen to mitigate the risk of multicollinearity in the set of regressors, particularly between the conflict index variables, especially given the nature and range of these regressors. 22 Although the two empirical models capture a sizable share of proportional variance in the data, a comparison of results suggests that the model, which has conflict and capital accumulation as interaction term (model specified by equation (5)) exhibits a better goodness-of-fit. The goodnessof-fit of that model is most notably reflected in the relatively large size of the adjusted R-Square across the three groups. In effect, the consistently large value of the coefficient of determination suggests that a significant proportion of variability in the data is accounted for by that model.
Even the sub-panel of Sub-Saharan African conflict-affected countries for which the model appears to capture a much lower proportional variability in the data consistently has a coefficient of determination in excess of 90 percent. In particular, when political instability is the fact of external conflicts, more than 95 percent of variability in the data is accounted for by the model (column 1). However, the variability captured by the underlying model is slightly lower (about 90 percent) when the stability index combines external and internal conflict as a weighted average. At the same time, the coefficient of determination is even larger when the model is applied to the panels of Asian emerging market economies and Sub-Saharan African countries not affected by conflicts. For countries in these two subpanels, the adjusted R-square is consistently greater than 98 percent across the three empirical models. In other words, more than 98 percent of the proportional variability observed in the data is accounted for by the underlying models. The larger coefficient of determination in the Asian sub-sample suggests an even better prediction of aggregate output by the underlying models.
The better prediction of these models is further illustrated by Figure 2 below. This figure has three panels referring to the three subgroups of countries. Each panel compares actual per capita GDP with its predicted values derived from the models over the reference period. While the predicted and actual per capita income consistently overlap over the support of the distribution for Asian emerging market economies (panel C), there appears to be deviations of predicted from actual per capita GDP for the SSA sub-panels (Panels A and B) . Nonetheless, even for these two subgroups, the predicted values remain consistent with actual GDP.
Notwithstanding the overall goodness-of-fit of these models, the contribution of individual regressors to changes in aggregate output varies considerably across panels. For the sub-panel of conflict-affected countries, external and internal conflicts adversely affect aggregate output both directly and indirectly. As shown in the first model (column 1 & row 4, column 2 & row 5), these variables have the largest coefficient across the three models and are significantly different from zero at the 1% level for the first two models. Interestingly, the combined conflict index is also significant, albeit at the 10 percent level (column 3 & row 6).
At the same time, the coefficient associated with the interaction term (external conflict and capital formation) is also significantly different from zero. The significance of this term is even stronger when the conflict index is either internal or combines both internal and external conflict. Under both alternatives, the interaction term is significantly different from zero at the 5 and 1 percent level, respectively. Moreover, the signs of the coefficient are consistently negative, suggesting that the adverse effects of conflict on growth through the capital accumulation channels may be stronger in countries facing internal conflicts. However, this could also be a mere reflection of a disproportionately high incidence of internal conflicts within the region [HSC (2005) ].
The significance of these regressors and their potential adverse effects for growth in conflictaffected countries further support the findings of earlier studies [Messer et al. (1998) , Gyimah-Brempong and Traynor (1999) , Bodea and Elbadawi (2008)]. A study undertaken by IFPRI estimates the economic costs of conflict and political instability to be extremely high across wartorn countries in the region, especially in the agricultural sector where production fell by more than 3% per annum on average. 23 Also interesting however, is the lack of statistical significance of conflict-related regressors in the set of countries which enjoy relative peace and stability within the region, but also in the sub-panel of Asian EME. 23 For instance, according to Messer et al. (1998) , Angola suffered production losses of up to 45% in the agricultural sector as a result of the protracted civil war, which significantly undermined the supply of agricultural products. Production and prospects for expansion of the production base are still constrained by land mines in that country. However, the costs of conflicts have also been relatively high in other regions of the developing world. According to Ra and Singh (2005) , a 4.2% decline in development expenditure during the civil war in Nepal resulted in a total GDP loss of more than 8.3% for the period 2005-2009, corresponding to an average loss of more than 1.7% growth per annum. In practice, this contrast suggests that the spillover effects of conflicts for growth in neighboring countries might not be immediate, but instead felt with lags. In fact, for the subset of SSA countries enjoying relative peace and stability, the effects of conflict on growth are felt exclusively indirectly, and particularly via the export and capital accumulation channels. Though, none of the two conflict indices is significant when taken individually, the two interaction terms (conflict and exports, conflict and gross capital formation) are significantly different from zero at 1 percent level for this sub-panel of countries (columns 4-6 in Tables A1 and A2 in the Annex).
In fact, empirical results show that conflict affects growth both directly and indirectly. In particular, the model suggests that one point improvement of the political stability index in the subset of SSA conflict-affected countries results in over 1.7 percent increase in the average GDP per capita across these countries, ceteris paribus. Hence, in order to assess the indirect effects, the paper counterfactually estimates the returns to stability in the region under the hypothetical equalization of political risk profile alternative in the second half of the section. In this regard, a series of simulations are conducted iteratively under the assumption that countries are all facing the same level of political risk, irrespective of their grouping.
The study then draws on these simulations to contrast actual and predicted GDP-the gap between actual and predicted income measuring the potential peace dividends for conflict-affected countries. Under the basic scenario, the simulations raise the conflict index of SSA conflictaffected countries to averages across either Asian EME or SSA countries enjoying relative peace. The returns to stability are significant under this scenario. In particular, when the peace and stability index of SSA conflict-affected countries is raised to the average across SSA countries not affected by conflict, there is an upward shift in the distribution, with GDP per capita increasing by more than 50 % in the outer years (dotted line of panel A in Figure 3 ).
However, the peace dividends are even more impressive when Sub-Saharan African conflictaffected countries hypothetically assume the peace and stability indices enjoyed by Asian EME. Under this second alternative scenario, per capita income increases by more than fivefold (large and solid line in panel A). The scale of peace dividends is most notably reflected in the large and consistent gap between actual and predicted income throughout the support of the distribution.
In the next scenario, the improved political stability index under the hypothetical equalization of political risk profile assumption is combined with expansion of physical capital to account for plausible indirect effects of conflict on growth through investment channels (Panel B of Figure 3) . The peace dividends under this scenario are even more impressive. In particular, the predicted GDP per capita of SSA conflict-affected countries increases by more than twofold when improved political stability is accompanied by an expansion of existing capital stock to average over nations enjoying a relative peace and stability within the region (dotted line).
When Sub-Saharan African conflict-affected countries assume an average conflict index and investment rates enjoyed by the high-performing economies of the African Indian Ocean, the peace dividends are also significant. In particular, per capita income increases by more than fivefold ( Figure A3 in Annex). The results are also consistency when the sub-sample of SSA conflict-affected countries hypothetically assumes the conflict index and investment rates of Asian EME. The gap between actual and predicted income increases by more than tenfold under that scenario (Figure 3 : large and solid line in panel B). Although the above simulations did not specifically explore the potential peace dividends under the alternative counterfactual option of a concomitant increased volume of export of goods and services, one can plausibly infer that the predicted distributions under such a scenario will almost surely follow a trend similar to the one driven by hypothetical expansion of physical capital assumption. In fact, the coefficient associated with the interaction term (conflict and exports) is robust and consistently significant at the 1 percent level, irrespective of the nature of conflicts ( Table A3 in the Annex).
Likewise Table A3 in the Annex provides estimates of regression coefficients along with tstatistics. Consistently, these estimates suggest that conflict may affect growth and overall aggregate output in Sub-Saharan Africa both directly and indirectly via export channels. However, the rise in exports of goods and services often reflects both price and volume effects. And to the extent that exports volume directly relates to investments and gross capital formation, the trend should be consistent, with differences exclusively limited to the levels of predicted output.
Moreover, since the indirect effects of conflict tend to follow a nonlinear path when exports of goods and services are the indirect channels-conflicts could reduce the volume of commodity exports without necessarily affecting trade prospects in the highly capital intensive 'conflict commodities'-the potential peace dividends under this alternative scenario will then be determined by the net effects. This is particularly the case because 'conflict commodities' tend to be detrimental to capital formation-misallocation of resources and destruction of capital stock [Addison (2004) ].
In addition, the potential indirect effects of conflict via the export channels are influenced by the production structures and extent of economic diversification. Hence, for a country with diversified sources of growth and exports, the peace dividends could be significant, especially as improved peace and security is often accompanied by a surge in aggregate output in the aftermath-peace dividends.
However, most SSA countries remain commodity-dependent and in some cases, 'conflict commodities'-dependent. In this regard, the net welfare effects will be determined by countries' comparative advantage. For instance, countries specialized in the production of globally noncompeting goods (coffee and cocoa) not exposed to rich-country protectionism could benefit, provided that the going terms of trade are structurally favorable.
Conversely, countries depending on globally competing goods such as cotton could still suffer even in a context of improved security, as they face stiff competition from European and US farmers who have been granted large subsidies year after year over the past decades [Addison (2004) ]. 24 Under these conditions, diversification becomes essential to long-run growth and sustainable economic development in post-conflict countries. 24 It is estimated that US and EU cotton producers and farmers received more than US$4 billion in the peak production year of 2001-2002. It is estimated that these subsidies depressed the world price of cotton by more than 12.6% during that year [Alden (2004) ]. Although significant, these subsidies represent only one aspect of government support to cotton producers in advanced economies. An equally important factor of contributing to trade advantage is the technological edge and research which also benefit from government support and may indirectly boost production and productivity in these countries.
V. Conclusion and Policy Recommendations
This year, many African countries will be celebrating their 50 years of independence. For most of these years, the overwhelming majority of countries have been mired in recurrent conflicts and political instability, however. Across the region, these conflicts have adversely affected growth prospects and greatly undermined development outcomes and expectations, which were on the bright side in the immediate post-independence. This paper draws on a comparative analysis to contrast development outcomes between Asian EME and Sub-Saharan Africa and counterfactually assess the potential returns to stability for the subset of conflict-affected countries in the region.
On the first point, contrasting development outcomes, the paper shows that despite the favorable initial conditions enjoyed by SSA in the post-independence, most countries failed to meet expectations on the development path. Instead, they faced excess growth volatility with dramatic welfare consequences, most notably reflected in falling real income and persistently high rates of poverty. In addition, countries have remained extremely vulnerable to external shocks. Poverty counts increased sharply in the region after the 2008 global crisis, further compromising the prospects of meeting the first MDG of halving poverty by 2015 [Ravallion (2009 ].
In contrast, the impressive growth record achieved by Asian EME during the globalization era enabled them to weather crises better. Though unexpected, this contrast reflects the shift in favor of Asia following impressive records of growth in that region. That shift started in the years following the independences; and over time, the income gap between the two regions widened significantly, especially with the increasing share of manufactured goods in global trade and persistent deficit of economic diversification in SSA. At the same time, the income gaps between Asian EME and SSA conflict-affected countries grew even more rapidly.
Using a variation of standard neoclassical growth models, this paper shows that SSA's abysmal growth records and its growing income gap with other regions of the developing world can be largely accounted for by the skewed distribution of growth and returns to stability in the postindependence era. In effect, as Asian EME capitalized on long virtuous cycles of political stability to expand human and physical capital in support of growth, the proliferation of long-duration wars throughout Africa adversely affected growth prospects both directly and indirectly, particularly via the exports and capital accumulation channels.
Drawing on the flexibility of these models, the paper also estimates the potential returns to stability in a counterfactual analysis where SSA conflict-affected countries hypothetically assume a number of Asian EME stylized facts-peace and stability, robust and strong investment rates. In particular, counterfactual simulations under the hypothetical equalization of political risk profile result in large economic returns, reflected in the significantly higher level of aggregate output and income in the subset of SSA conflict-affected countries. The potential returns are even higher when the hypothetical reduction of political risks is accompanied by expansion of physical capital.
Although political stability may not be sufficient for sustained growth and economic development, it may be a sine-qua-none condition for it to happen, these empirical results may suggest. Indeed, the welfare benefits of peace and stability at the individual and household level have become even more evident since Benjamin Franklin: "Be always at war with your vices, at peace with your neighbors and let each year find you a better man". Naturally, these benefits can be extended to nations at the macro level, as countries which have enjoyed relative peace and stability have also grown more rapidly, building on sustained accumulation of human and physical capital and optimal allocation of resources to achieve long-run growth and poverty reduction.
Until recently, sustained capital accumulation and expansion of labor-intensive manufactured goods have been emphasized in attempts to explain the remarkable success of Asian EME. In retrospect, it is not clear that these countries would have enjoyed the same record of economic growth and diversification, fueled by massive investments and FDI inflows in the absence of peace and stability, however. Therefore, the emergence of peace and security as important stylized facts underpinning the growth process in Asia suggests that the success of African countries in the second phase of their independence-both in terms of growth and poverty reduction-may also hinge on the peace and security parameters. 
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